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(d) Inactive loans. If no funds have 
been disbursed from the Treasury, and 
if the local government does not an-
ticipate a need for such funds, the note 
may be cancelled at any time upon a 
written request through the State and 
Regional Office to FEMA. However, 
since only one loan may be approved, 
cancellation precludes submission of a 
second loan application request by the 
same local government for the same 
disaster.

§ 206.366 Loan cancellation. 
(a) Policies. (1) FEMA shall cancel re-

payment of all or part of a Community 
Disaster Loan to the extent that the 
Associate Director determines that 
revenues of the local government dur-
ing the full three fiscal year period fol-
lowing the disaster are insufficient, as 
a result of the disaster, to meet the op-
erating budget for the local govern-
ment, including additional unreim-
bursed disaster-related expenses for a 
municipal operating character. For 
loan cancellation purposes, FEMA in-
terprets that term operating budget to 
mean actual revenues and expenditures 
of the local government as published in 
the official financial statements of the 
local government. 

(2) If the tax and other revenues rates 
or the tax assessment valuation of 
property which was not damaged or de-
stroyed by the disaster are reduced 
during the 3 fiscal years subsequent to 
the major disaster, the tax and other 
revenue rates and tax assessment valu-
ation factors applicable to such prop-
erty in effect at the time of the major 
disaster shall be used without reduc-
tion for purposes of computing reve-
nues received. This may result in de-
creasing the potential for loan can-
cellations. 

(3) If the local government’s fiscal 
year is changed during the ‘‘full 3 year 
period following the disaster’’ the ac-
tual period will be modified so that the 
required financial data submitted cov-
ers an inclusive 36-month period. 

(4) If the local government transfers 
funds from its operating funds ac-
counts to its capital funds account, 
utilizes operating funds for other than 
routine maintenance purposes, or sig-
nificantly increases expenditures 
which are not disaster related, except 

increases due to inflation, the annual 
operating budget or operating state-
ment expenditures will be reduced ac-
cordingly for purposes of evaluating 
any request for loan cancellation. 

(5) It is not the purpose of this loan 
program to underwrite predisaster 
budget or actual deficits of the local 
government. Consequently, such defi-
cits carried forward will reduce any 
amounts otherwise eligible for loan 
cancellation. 

(b) Disaster-related expenses of a mu-
nicipal operation character. (1) For pur-
pose of this loan, unreimbursed ex-
penses of a municipal operating char-
acter are those incurred for general 
government purposes, such as police 
and fire protection, trash collection, 
collection of revenues, maintenance of 
public facilities, flood and other hazard 
insurance, and other expenses normally 
budgeted for the general fund, as de-
fined by the Municipal Finance Officers 
Association. 

(2) Disaster-related expenses do not 
include expenditures associated with 
debt service, any major repairs, re-
building, replacement or reconstruc-
tion of public facilities or other capital 
projects, intragovernmental services, 
special assessments, and trust and 
agency fund operations. Disaster ex-
penses which are eligible for reim-
bursement under project applications 
or other Federal programs are not eli-
gible for loan cancellation. 

(3) Each applicant shall maintain 
records including documentation nec-
essary to identify expenditures for un-
reimbursed disaster-related expenses. 
Examples of such expenses include but 
are not limited to: 

(i) Interest paid on money borrowed 
to pay amounts FEMA does not ad-
vance toward completion of approved 
Project Applications. 

(ii) Unreimbursed costs to local gov-
ernments for providing usable sites 
with utilities for mobile homes used to 
meet disaster temporary housing re-
quirements. 

(iii) Unreimbursed costs required for 
police and fire protection and other 
community services for mobile home 
parks established as the result of or for 
use following a disaster. 

(iv) The cost to the applicant of flood 
insurance required under Public Law 
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93–234, as amended, and other hazard 
insurance required under section 311, 
Public Law 93–288, as amended, as a 
condition of Federal disaster assistance 
for the disaster under which the loan is 
authorized. 

(4) The following expenses are not 
considered to be disaster-related for 
Community Disaster Loan purposes: 

(i) The local government’s share for 
assistance provided under the Act in-
cluding flexible funding under section 
406(c)(1) of the Act. 

(ii) Improvements related to the re-
pair or restoration of disaster public 
facilities approved on Project Applica-
tions. 

(iii) Otherwise eligible costs for 
which no Federal reimbursement is re-
quested as a part of the applicant’s dis-
aster response commitment, or cost 
sharing as specified in the FEMA-State 
Agreement for the disaster. 

(iv) Expenses incurred by the local 
government which are reimbursed on 
the applicant’s project application. 

(c) Cancellation application. A local 
government which has drawn loan 
funds from the Treasury may request 
cancellation of the principal and re-
lated interest by submitting an Appli-
cation for Loan Cancellation through 
the Governor’s Authorized Representa-
tive to the Regional Director prior to 
the expiration date of the loan. 

(1) Financial information submitted 
with the application shall include the 
following: 

(i) Annual Operating Budgets for the 
fiscal year of the disaster and the 3 
subsequent fiscal years; 

(ii) Annual Financial Reports (Rev-
enue and Expense and Balance Sheet) 
for each of the above fiscal years. Such 
financial records must include copies 
of the local government’s annual finan-
cial reports, including operating state-
ments balance sheets and related con-
solidated and individual presentations 
for each fund account. In addition, the 
local government must include an ex-
planatory statement when figures in 
the Application for Loan Cancellation 
form differ from those in the sup-
porting financial reports. 

(iii) The following additional infor-
mation concerning annual real estate 
property taxes pertaining to the com-

munity for each of the above fiscal 
years: 

(A) The market value of the tax base 
(dollars); 

(B) The assessment ratio (percent); 
(C) The assessed valuation (dollars); 
(D) The tax levy rate (mils); 
(E) Taxes levied and collected (dol-

lars). 
(iv) Audit reports for each of the 

above fiscal years certifying to the va-
lidity of the Operating Statements. 
The financial statements of the local 
government shall be examined in ac-
cordance with generally accepted au-
diting standards by independent cer-
tified public accountants. The report 
should not include recommendations 
concerning loan cancellation or repay-
ment. 

(v) Other financial information speci-
fied in the Application for Loan Can-
cellation. 

(2) Narrative justification. The applica-
tion may include a narrative presen-
tation to amplify the financial mate-
rial accompanying the application and 
to present any extenuating cir-
cumstances which the local govern-
ment wants the Associate Director to 
consider in rendering a decision on the 
cancellation request. 

(d) Determination. (1) If, based on a re-
view of the Application for Loan Can-
cellation and FEMA audit, when deter-
mined necessary, the Associate Direc-
tor determines that all or part of the 
Community Disaster Loan funds should 
be canceled, the principal amount 
which is canceled will become a grant, 
and the related interest will be for-
given. The Associate Director’s deter-
mination concerning loan cancellation 
will specify that any uncancelled prin-
cipal and related interest must be re-
paid immediately and that, if imme-
diate repayment will constitute a fi-
nancial hardship, the local government 
must submit for FEMA review and ap-
proval, a repayment schedule for set-
tling the indebtedness on timely basis. 
Such repayments must be made to the 
Treasurer of the United States and be 
sent to FEMA, Attention: Office of the 
Comptroller. 

(2) A loan or cancellation of a loan 
does not reduce or affect other dis-
aster-related grants or other disaster 
assistance. However, no cancellation 
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may be made that would result in a du-
plication of benefits to the applicant. 

(3) The uncancelled portion of the 
loan must be repaid in accordance with 
§ 206.367. 

(4) Appeals. If an Application for 
Loan Cancellation is disapproved, in 
whole or in part, by the Associate Di-
rector or designee, the local govern-
ment may submit any additional infor-
mation in support of the application 
within 60 days of the date of dis-
approval. The decision by the Associate 
Director or designee on the submission 
is final. 

(Approved by the Office of Management and 
Budget under Control Number 3067–0026)

§ 206.367 Loan repayment. 
(a) Prepayments. The local govern-

ment may make prepayments against 
loan at any time without any prepay-
ment penalty. 

(b) Repayment. To the extent not oth-
erwise cancelled, Community Disaster 
Loan funds become du and payable in 
accordance with the terms and condi-
tions of the Promissory Note. The note 
shall include the following provisions: 

(1) The term of a loan made under 
this program is 5 years, unless ex-
tended by the Associate Director. In-
terest will accrue on outstanding cash 
from the actual date of its disburse-
ment by the Treasury. 

(2) The interest amount due will be 
computed separately for each Treasury 
disbursement as follows: I=P×R×T, 
where I=the amount of simple interest, 
P=the principal amount disbursed; 
R=the interest rate of the loan; and, 
T=the outstanding term in years from 
the date of disbursement to date of re-
payment, with periods less than 1 year 
computed on the basis of 365 days/year. 
If any portion of the loan is cancelled, 
the interest amount due will be com-
puted on the remaining principal with 
the shortest outstanding term. 

(3) Each payment made against the 
loan will be applied first to the interest 
computed to the date of the payment, 
and then to the principal. Prepayments 
of scheduled installments, or any por-
tion thereof, may be made at any time 
and shall be applied to the installments 

last to become due under the loan and 
shall not affect the obligation of the 
borrower to pay the remaining install-
ments. 

(4) The Associate Director may defer 
payments of principal and interest 
until FEMA makes its final determina-
tion with respect to any Application 
for Loan Cancellation which the bor-
rower may submit. However, interest 
will continue to accrue. 

(5) Any costs incurred by the Federal 
Government in collecting the note 
shall be added to the unpaid balance of 
the loan, bear interest at the same rate 
as the loan, and be immediately due 
without demand. 

(6) In the event of default on this 
note by the borrower, the FEMA 
claims collection officer will take ac-
tion to recover the outstanding prin-
cipal plus related interest under Fed-
eral debt collection authorities, includ-
ing administrative offset against other 
Federal funds due the borrower and/or 
referral to the Department of Justice 
for judicial enforcement and collection. 

(c) Additional time. In unusual cir-
cumstances involving financial hard-
ship, the local government may request 
an additional period of time beyond the 
original 10 year term to repay the in-
debtedness. Such request may be ap-
proved by the Associate Director sub-
ject to the following conditions: 

(1) The local government must sub-
mit documented evidence that it has 
applied for the same credit elsewhere 
and that such credit is not available at 
a rate equivalent to the current Treas-
ury rate. 

(2) The principal amount shall be the 
original uncancelled principal plus re-
lated interest. 

(3) The interest rate shall be the 
Treasury rate in effect at the time the 
new Promissory Note is executed but 
in no case less than the original inter-
est rate. 

(4) The term of the new Promissory 
Note shall be for the settlement period 
requested by the local government but 
not greater than 10 years from the date 
the new note is executed.
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